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OATH OR AFFIRMATION

1, Larry O. Bumgardner swear (or affirm) that, (o the
bszofmyknowhdseandbehefthcawompanymgﬁnamalmmentmdsuppomngschedulspmmmtothe&mof

Gardner Financial Services, Inc. as of
December 31 2002, are tue and correct. I further swear (or affirm) that neither the company

nor any partner, propnemr,pnncxpalofﬁcerordxrectorhasanypropnaarymtcmtmanyaccountdmﬁedsolcyasthmof
a customer, except as follows:

Some ()
President
Tide
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ABETH J. LUNDIN
Notary Public
y Minnesota
Y My Commission Expires Jan. 31, 2005
AP
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is report** contains (check all applicable boxes):

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss)..

. (d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockbolders’ EqmtyorPannm’ orSolePropnetor’s Capnal

() Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital -

(b) Computation for Determination of Reserve chmrcmems Pursuant to Rule 15¢3-3.

() Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

(3 A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

() An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report. _

(m) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3(e)(3).



Lewis, Kisch & Associates, Ltd.
CERTIFIED PUBLIC ACCOUNTANTS
1303 South Frontage Road
Hastings, Minnesota 55033

James V. Lewis, C.P.A. " Telephone: (651) 437-3356
John T. Kisch, C.PA. INDEPENDENT AUDITOR'S REPORT FAX: (651) 437-3808

Carol J. Sailer, C.PA. email: lewiskisch@aol.-om

Board of Directors
Gardner Financial Services, Inc.

We have audited the accompanying statements of financial condition of Gardner Financial
Services, Inc. (an S corporation) as of December 31, 2002 and 2001, and the related statements of
income, changes in stockholders’ equity, and cash flows for the years then ended that you are filing
pursuant to rule 17a-5 under the Securities Exchange Act of 1934. These financial statements are the
responsibility of management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Gardner Financial Services, Inc. at December 31, 2002 and 2001, and the results
of their operations and their cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial staterments
taken as a whole. The information contained in the supplementary schedules following the notes to
financial statements is presented for purposes of additional analysis and is not a required part of the basic
financial statements, but is supplementary information required by rule 17a-5 under the Securities
Exchange Act of 1934. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, is fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

Respectfully submitted,
\_ e\b‘\s/ @ SX&&QBQ\ S@/)/ LL&

January 21, 2003
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STATEMENTS OF FINANCIAL CONDITION

DECEMBER 31, 2002 AND 2001

ASSETS
Current Assets
Cash and Equivalents
Cash on Deposit with Clearing Organization
Commissions Receivable
Total Current Assets

Other
Investments
Other Assets
Total Other Assets

Total Assets

LIABILITIES
Current
Commissions Payable
Accounts Payable
Total Current Liabilities

STOCKHOLDERS' EQUITY
Common Stock, $.01 par value, authorized 1,000,000 shares;
issued and outstanding 540,000 shares.
Additional Paid-In Capital
Retained Earnings
Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

See accompanying notes to financial statements.

2002 2001
$ 19299 $ 25076
10 000 10 000
29 232 49 440
58 531 84 516
75719 88 250
749 362
76 468 88 612
134999 173128
27 185 42 357
18 511 23 578
45 696 65 935
5400 5400
31013 31013
52 890 70 780
89 303 107 193
34 999 173128



YEARS ENDED DECEMBER 31, 2002 AND 2001

STATEMENTS OF INCOME

Revenue
Commissions
Other

Total Revenue

Expenses -
Payroll and Related Taxes

Advertising and Promotion

Commissions Expense

License and Registration Fees

Office Expense

Leasing and Vehicle

Meals and Entertainment

Professional Fees

Recruiting

Office Rent

Telephone

Travel and Conferences

Insurance, Equipment and Other
Total Expenses

Net Income

See accompanying notes to financial statements.

2002 2001

$1154854  $1 145999
(14 759) (6 815)
1140 095 1139 184
125 080 113 796
1745 2182
896 725 904 946
300 376

17 534 16 5631

10 517 8 341
972 743

14 763 10 087

7 526 589
25780 26 218

8 200 8198
2641 1 055

8 122 14 716
1119 885 1107 779
20210 31405



STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

YEARS ENDED DECEMBER 31, 2002 AND 2001

Additional
Common Stock  Paid-in Capital Retained Earnings Total
Balance, December 31, 2000 $5 400 $31 013 $77 475 $113 888
Net Income for the Year 31405 31 405
Shareholder Draws ’ {38 100) {38 100)
Balance, December 31, 2001 5 400 31013 70 780 107 193
Net Income for the Year 20 210 20 210
Shareholder Draws {38 100) (38 100)
Balance, December 31, 2002 5 400 31013 52 890 89 303

|

See accompanying notes to financial statements.



STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
Cash Flows from (to) Operating Activities
Net Income $20210  $31 405
Adjustments to Reconcile Net Income to Net Cash from Operating Activities:
Unrealized Securities Loss 15729 8 889
Decrease (Increase) in Receivables 20 208 (19 665)
Decrease (Increase) in Other Assets (387) 418
Increase {(Decrease) in Commissions Payable (15172) 21 117
Increase (Decrease) in Accounts Payable {5 067) 9101
Net Cash from Operating Activities 35 521 51 265
Cash Flows (to) Investing Activities
Purchases of Securities (3198) (1 998)
Cash Flows (to) Financing Activities
Distributions (38 100) (38 100)
Net Increase (Decrease) in Cash and Equivalents ' (5777) 11167
Cash and Equivalents, Beginning of Year 25076 13 909
Cash and Equivalents, End of Year 19299 25076

See accompanying notes to financial statements.



NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2002 AND 2001

Nature of the Company

Gardner Financial Services, Inc. (the Company) is a registered securities broker/dealer that maintains its
headquarters and trading office in the Minneapolis suburb of Minnetonka, Minnesota. The Company sells
primarily mutual funds and other securities and insurance products through a network of independent
registered representatives and insurance agents who maintain their own offices.

The Company was incorporated May 11, 1987, under the laws of the State of Minnesota. As a securities
broker/dealer, the Company is subject to the regulations of the Securities and Exchange Commission (SEC)
and the National Association of Securities Dealers (NASDR). In addition, the Company is subject to the
various securities and insurance regulations of states in which it does business. The Company is also
required to supervise its registered representatives and insurance agents. The Company is also required to
supervise those registered representatives who are Registered Investment Advisors or associate adviscrs.

The Company is related by a common shareholder to Gardner Advisors, Inc., a Registered Investment
Advisor,

RBC Dain Correspondent Services, a division of RBC Dain Rauscher, Inc., maintains all stock and bond
customer accounts for the Company's securities customers, and a portion of the mutual fund accounts.

Other customer mutual fund partnership and annuity accounts are maintained by the individual sponsoring
companies.

Summary of Significant Accounting Policies

Accounting Method — The Company’s financial statements are prepared using the accrual method of
accounting. Receivables and payables from securities transactions are recorded on a settlement day basis,
based on documentation received from the clearing entity and processed by the firm.

Concentration of Credit Risk — Customers’ securities transactions may result in credit risk if customers are
unable to fuifill their contracted trade settiement obligations. Should customers be unable to satisfy their
obligations, the Company may be required to purchase or sell financial instruments at prevailing market
prices in order to fulfill the customers’ settlement obligations. The Company bears this risk of loss
associated with transactions executed but not settled.

Accounting Estimates — Management uses estimates and assumptions in preparing its financial statements.
Those estimates and assumptions affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities, and the reported revenues and expenses. Actual financial results could
differ from those estimates.

Cash and Equivalents and Related Risk — The Company considers all highly quuid debt instruments

purchased with a maturity of less than three months to be cash equivalents. Cash balances on deposit may
exceed insured limits.

Commissions Receivable — Amounts are based on negotiated rates for various types of investment
activities. Because of this arrangement, no allowance for doubtful accounts is necessary.

Equipment — The Company owns office equipment with an original cost of approximately $40,000. This
equipment is fully depreciated for financial statement purposes and there is na current depreciation
expense. Replacement equipment is generally expensed in the year of purchase.

Income Tax — The Company is organized as an S corporation, and therefore the Company’s taxable income
or loss is reported on the individual income tax returns of the Company’s stockholders. The Company does
not pay any income tax.



NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2002 AND 2001

Rule 15¢3-3 Exemption

The Company is exempt from Securities and Exchange Commission Rule 15¢3-3 under Section (K)(2)i)
and therefore is not required to make the periodic computations for determination of reserve requirements.
In addition, information relating to the possession and control requirements is not required.

Operating Leases

The Company leases office space under a five year lease. The annual rental for the years ended
December 31, 2002 and 2001 was $25,780 and $26,218, respectively. The lease was renegotiated and

extended in July 1998. The lease payment for 2003 will be approximately $17,000. The lease runs through
August 2003.

The Company leases two vehicles. The lease expense for the years ended December 31, 2002 and 2001
was $10,517 and $8,341, respectively. The lease expense for 2003 and thereafter will be similar to 2002,

Net Capital Requirement

The Company is subject to the Securities and Exchange Commission’s Uniform Net Capital Rule 15¢3-1
which requires the maintenance of minimum net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1. At December 31, 2001, the Company
had net capital of $89,743, which was $39,743 in excess of its required net capital of $50,000. The ratio of
aggregate indebtedness to net capital at December 31, 2001, was .73 to 1. At December 31, 2002, the
Company had net capital of $72,453, which was $22,453 in excess of its required net capital of $50,000.
The ratio of aggregate indebtedness to net capital at December 31, 2002 was .63 to 1.

Investments

The Company owns a portfolio of investments as follows:

2002 2001
Mutual Fund Investments at Fair Market Value $73320 $85895
Money Market Account 2399 2 355
Total 75719 88250

Annual gain and loss is recorded as part of other income. The Company had realized gains and reinvested
dividends of $1,564 and unrealized losses of $8,889 for the year ended December 31, 2001. The Company
had realized gains and reinvested dividends of $892 and unrealized losses of $15,729 for the year ended
December 31, 2002.

Related Party Transactions

The Company receives reimbursement from its related party, Gardner Advisors, Inc. for administrative

salary expenses. The reimbursement for the years ended December 31, 2002 and 2001, was $25,300 and
$36,000, respectively.

Reclassifications

Certain accounts in the prior year financial statements have been reclassified for comparative purposes to
conform with the presentation in the current year financial statements.



SUPPLEMENTARY SCHEDULES
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COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1

OF THE SECURITIES AND EXCHANGE COMMISSION

YEAR ENDED DECEMBER 31, 2002

Total Ownership Equity
Deduct Ownership Equity Not Allowable for Net Capital
Total Ownership Equity Qualified for Net Capital
Add:
A. Liabilities Subordinated to Claims of General Creditors Allowable in
Computation of Net Capital
B. Other (Deductions) or Allowable Credits
Total Capital and Aliowable Subordinated Liabilities
Deductions and/or Changes:
A. Total Non-Allowable Assets from Balance Sheet
B. Secured Demand Note Deficiency
C. Commodity Futures Contracts and Spot Commodities Proprietary Capital
Changes '
D. Other Deductions and Charges
E. Total Deductions and Charges
Other Additions and/or Aliowable Credits
Net Capital Before Haircuts on Securities Positions
Haircuts on Securities:
A. Contractual Securities Commitments
B. Subordinated Securities Borrowings
C. Trading and Investment Securities
1. Exempted Securities
2. Debt Securities
3. Options
4, Other Securities
D. Undue Concentration
E. Other Concentration
Net Capital
Computation of Aggregate Indebtedness:
Total Aggregate Indebtedness Liabilities from Balance Sheet
Total Aggregate Indebtedness
Computation of Basic Net Capital Requirement:
Capital Requirements:
$50,000 or 6% of Aggregate indebtedness, Whichever is Greater
Net Capital in Excess of Requirements
Net Capital as Above

Excess Net Capital at 1000% (Net Capital Less 10% of Aggregate Indebtedness)

Ratio: Aggregate Indebtedness to Net Capital

10
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$89 303

89 303

89 303

5804

83 499

50 000
22403
72 453
67 883
B3 to1



COMPUTATION FOR RULE 15¢3-1 OF THE
- SECURITIES AND EXCHANGE COMMISSION

YEAR ENDED DECEMBER 31, 2002

Statement Pursuant to Paragraph (d)(4) of Rule 17a-5

There were no material differences between net capital as computed herein and the amount in the corresponding
computation prepared by Gardner Financial Services, Inc. and included in the Company’s unaudited Part 1A
FOCUS Report filing as of December 31, 2002.

Computations for Rule 15¢3-3 of the Securities and Exchange Commission as of December 31, 2002

The Company does not carry customer securities accounts. Therefore, the calculation of the reserve requirement
and the information relating to the possession or control requirements under Rule 15¢3-3 is not applicable.

information relating to the possession or control requirements under Rule 15¢3-3 of the Securities and
Exchange Commission as of December 31, 2002

1. Customers’ fully paid securities and excess margin securities not in the respondent’s possession or control as
of December 31, 2002 (for which instructions to reduce to possession or control had been issued as of

December 31, 2002) but for which the required action was not taken by respondent within the time frames
specified under Rule 15¢3-3:

Not Applicable

2. Customers’ fully paid securities and excess margin securities for which instructions to reduce to possession or
control had not been issued as of December 31, 2002 excluding items arising from temporary lags which
result from normal business operations as permitted under Rule 15¢3-3:

Not Applicable
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Lewis, Kisch & Associates, Ltd.
CERTIFIED PUBLIC ACCOUNTANTS
1303 South Frontage Road
Hastings, Minnesota 55033

James V. Lewis, C.P.A. Telephone: (651) 437-3356
John T. Kisch, CPA. REPORT ON INTERNAL CONTROL REQUIRED BY FAX: (651) 437-3808

Carol J. Sailer, C.P.A. SEC RULE 17a-5 FOR A BROKER-DEALER email: lewiskisch@aol.com
CLAIMING AN EXEMPTION FROM SEC RULE 15¢3-3

Gardner Financial Services, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
Gardner Financial Services, inc. (the Company), for the year ended December 31, 2002, we considered
its internal control, including control activities for safeguarding securities, in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statements and not to provide
assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Company including tests of such practices
and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in making the periodic
computations of aggregate indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and
for determining compliance with the exemptive provisions of rule 15¢3-3. Because the Company does not
carry securities accounts for customers or perform custodial functions relating to customer securities, we
did not review the practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons

2. Recordation of differences required by rule 17a-13 ‘

3. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internat control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the expected benefits and related costs
of controls and of the practices and procedures referred to in the preceding paragraph and to assess
whether those practices and procedures can be expected to achieve the SEC's above-mentioned
objectives. Two of the abjectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized use or disposition and that transactions are
executed in accordance with management’s authorization and recorded properly to permit the preparation
of financial statements in conformity with accounting principles generally accepted in the United States of

America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or that
the effectiveness of their design and operation may deteriorate.

s Members
Minnesota Society of Certified Public Accountants

American Institute of Certified Public Accountants
The CPA. Never Underastimate The Value™ Minnesota Association of Public Accountants



Gardner Financial Services, Inc.
Page Two

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of Certified
Public Accountants. A material weakness is a condition in which the design or operation of the specific
internal contro! components does not reduce to a relatively low level the risk that error or fraud in amounts
that would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.
However, we noted no matters involving internal control, including control activities for safeguarding
securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that
do no accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company’s practices and
procedures were adequate at December 31, 2002, to meet the SEC’s objectives.

This report is intended solely for the information and use of management, the SEC, the National
Association of Security Dealers, Inc. and other regulatory agencies that rely on rule 17a-5(g) under the
Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not intended
to be and should not be sued by anyone other than these specified parties.

Respectfully submitted,
LQWS\%%\SE'\ *\%Boq&eﬂ/uil

January 21, 2003
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